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Focusing on the problems of capital flow between urban and rural areas in 
China and on the basis of relatively integral rural finance system, the thesis 
researches into how to bring fiscal and tax policy into full play in order to 
change the status quo that the rural capital drifts away through financial system. 
Analyses are done on the problems of capital flow between urban and rural 
areas in China. The concrete evidence that rural capital does drift away is proved 
through measuring and calculating the amount of the flow. Therefore, the thesis 
is put forward that it is not the most effective way to let capital flow 
spontaneously in the market. The only way out is that the government instructs 
the flow of the capital and it will ensure that national economy will develop 
harmoniously. 
The reform of the financial department should be targeted at changing the 
status quo that the rural capital flows out. By means of transforming agriculture 
policy credit operation into the Agricultural Development Bank of China, the 
commercialization of the Agricultural Bank of China and the policilization of 
the Agricultural Development Bank of China can be realized. While the Rural 
Credit Cooperatives should choose the operation patterns of the property right 
and organization in accordance with the local conditions so as to have a role in 
backing agriculture. At the same time an attempt should be made to establish 
and consummate direct financing tools (esp. agriculture investment fund), and 
adopt various ways to improve the rural financial system of China. 
Through the analyses of the concrete evidence, the conclusion is reached 
that by cutting the sales tax, the amount of loan in rural areas put on by the 
financial department can be increased and the reduction of the income tax can 
enhance the financial department’s ability to accumulate the capital itself. By 
consulting the reform of the rural finance in China, it is suggested that some tax 
policies should be actualized in rural finance department, such as deficit return 
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branches are allowed to pay tax together. In this way, the rural finance 
department can be relieved of tax burden. A series of fiscal policies are being put 
forward: government purchases the transferred bond issued by rural finance 
department; government invests in setting up rural finance assets management 
corporations, which will improve the rate of capital sufficiency of the rural 
finance department and eliminate bad debts; the government purchases or helps 
other finance department purchase the Agriculture Credit Cooperatives which 
going bankrupt and establish deposit insurance system with the aid of 
government finance to give them a hand and clear up or close down the 
agriculture finance department. Meanwhile, in the thesis, the analyses are 
conducted about how our government finance pays interest for the loan used in 
agriculture development. The conclusion is that there is no relationship between 
government allowancing the interest and small amount of loan straying away 
from the targets. Therefore, the policy of government allowancing the interest 
cannot be cancelled.  
Furthermore, comparison is made between the ways that other countries 
support the agriculture insurance and credit guarantee system. It’s believed that 
the traditional way of helping countryside, that is, the government finance 
provides disaster salvation funds aimed at the agriculture risk, should be 
changed. Fiscal and tax measures, such as allowancing interest for agriculture 
insurance fees and management fees, reducing and remitting the reinsurance 
fees, etc. will help improve the development of the agriculture insurance system. 
Furthermore, various financial measures can be taken to solve the problems 
that it’s difficult for medium-sized and small township enterprises to get a loan. 
Government can invest directly or lend a loan to credit guarantee organization 
and it can also invest in risk funds issued by the credit guarantee organization; 
The government can help improve reinsurance for the credit guarantee 
organization, reduce or remit the taxation of credit guarantee and reinsurance 
organization. These measures can bring benefits to the construction of the credit 















small township enterprises getting a loan. 
The innovations of the thesis can be reflected in the several aspects: 
1. From very original research angles, the thesis focuses on the problems of 
capital flow between urban and rural areas in China and does the research of 
how the finance and tax policies improve the rural finance system. 
2. The formula is designed to calculate the amount of the rural capital 
through the Agriculture Credit Cooperatives. Therefore, it is proved that the 
rural capital does flow away through financial ways. The thesis is put forward 
that it is not the most effective way to let capital flow spontaneously in the 
market. The only way out is that the government instructs the flow of the capital 
and it will ensure that national economy will develop harmoniously. 
3. Based on the concrete evidence of sales tax effect on rural financial 
department, conclusion is reached that reducing sale tax can increase the amount 
of rural loan output of the rural financial department. 
4、Aimed at the opinion that the interest allowance by the government 
results in the loan deviation from the targets. By the analyses of the credit 
behavior of different farmers are conducted, it is concluded that there is no 
relationship between government allowancing the interest and small amount of 
loan straying away from the targets and the policy of government allowancing 
the interest cannot be cancelled. 
5. Aimed at the major issues existing in the rural financial departments, 
some innovative and original settlements are suggested. Furthermore, new 
design in done on fiscal and tax policies those will improve the development of 
rural financial system. 
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